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THE   COST   OF   ADVERTISING   Ihl   FOOD   MARKETI 

U.  S.  DEPARTMENT  OF  AGSiCULTUKE 

Advertising  expenditures  by  corporations— in-^ta-riset±ng  farm  food  products 
increased  from  $398  million  in  19^7  to  $976  million  in  1956,  the  latest  year 
for  ■which  data  are  available  ( table  15 ) .  The  rapid  rate  of  increase  in  media 
rates  and  the  introduction  of  new  products  probably  vere  the  principal  reasons 
for  this  rise.  All  three  types  of  marketing  firms  made  notable  increases  in 
their  advertising  expenditures  but  retailers  increased  their  expenditures  at  a 
much  faster  rate  than  did  wholesalers  and  manufacturers  (table  16) .  One 
factor  which  may  account  for  this  was  the  70-Percert"fc  growth  in  number  of  retail 
food  corporations,  while  wholesale  food  corporations  increased  25  percent  and 
food  manufacturing  corporations  decreased  about  1  percent.  However,  in  1956, 
retailers  spent  only  17  percent  of  the  total  expenditure  by  food  marketing 
corporations  for  advertising. 

Estimates  of  advertising  expenditures  were  made  by  the  Agricultural 
Marketing  Service  from  data  obtained  from  the  Internal  Revenue  Service.  2/ 
These  estimates  cover  corporations  engaged  in  food  manufacturing,  wholesaling, 
and  retailing  for  the  period  19^-7  through  1956.  They  do  not  include  advertis- 
ing expenditures  by  noncorporate  firms,  trade  associations,  producers'  cooper- 
atives, or  other  noncorporate  organizations.  3/  Internal  Revenue  Service  data 
have  been  adjusted  to  exclude  advertising  expenditures  for  all  nonfood  items. 

The  definition  of  advertising  costs  used  in  this  study  is  the  one 
developed  by  Internal  Revenue  Service  for  corporations  reporting  advertising 
as  a  tax  deduction.   It  states: 

"advertising  (expenditures)  must  be  ordinary  and  necessary  and  bear 
a  reasonable  relation  to  the  business  activities  in  which  the  corpo- 
ration is  engaged. " 

The  Internal  Revenue  Service  recognizes  advertising  costs  as  comprising 
two  general  classes:   (l)  Expenses  of  selling  a  firm's  products  by  advertising 
in  newspapers,  magazines,  radio  programs,  trade  periodicals,  and  other  media 
and  (2)  expense  of  maintaining  the  firm's  trade  name,  acquainting  the  public 
with  the  quality  of  its  products  and  preserving  good  will  built  up  over  past 
years.   The  second  type  of  advertising  can  take  the  same  form  as  the  first  or 
it  may  be  in  other  forms,  e.g.,  calendars  and  other  products  given  customers. 
Other  promotional  expenses  were  not  included. 

Over  the  past  9  years,  manufacturers  of  food  and  kindred  products  consist- 
ently spent  more  for  advertising  than  wholesaler  and  retailer  corporations,  k/ 
Manufacturers  spent  more  than  7U  percent  of  the  total  for  food  marketing 
advertising. 

1/  Prepared  by  Roberta (Lamb,  Agricultural  Economist,  Mktg.  Econ.  Res.  Div. , 
Agr.  Mktg.  Serv. 

2/  1952  data  were  not  compiled  by  the  Internal  Revenue  Service. 

3/  See  page  39  f°r  a  discussion  of  the  relative  importance  of  corporate  and 
noncorporate  firms  in  marketing  food  products. 

hj  Average  number  of  corporations  reporting  for  this  period  for  each  of  the 
groups  was  as  follows:  Manufacturers,  10,663;  wholesalers,  8,^7;  retailers, 
9,198. 
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Some  changes  occurred  in  the  relative  importance  of  expenditures  by 
•wholesaler  and  retailer  groups  (table  15) «   Since  1951;  advertising  expendi- 
tures by  wholesalers,  as  a  proportion  of  total  advertising  costs  declined 
slightly  -while  these  expenditures  by  retail  corporations  increased. 

Table  15 . -Expenditures  for  advertising  food  and  kindred  products  by 
manufacturing,  wholesaling,  and  retailing  corporations,   1947-51  and  1953-56 


Type  of  firm 

Percentage  of  total  expenditures 

Year 

Manu- 

Manu- 

1/ 

factur- 
ing 

Whole- 
saling 

•  Retail- 
:   ing 

Total 

factur- 
ing 

Whole- 
saling 

Retail- 
ing 

Total 

:  Million 

Million 

Million 

Million 

dollars 

dollars 

dollars 

dollars 

Percent 

Percent 

Percent 

Percent 

1947 

:  319.5 

37.3 

41.5 

398.3 

80 

9 

11 

100 

19W 

345-7 

46.4 

47-3 

439.4 

79 

10 

11 

100 

19^9 

37^ 

52A 

55-2 

482.0 

78 

11 

11 

100 

1950 

435-1 

64.8 

60.2 

560.1 

78 

11 

11 

100 

1951 

1*70.1 

70.3 

69.I 

609.5 

77 

12 

11 

100 

1953 

558.4 

78.5 

91.7 

728.6 

77 

11 

12 

100 

1954 

:  610.9 

78.8 

106.4 

796.1 

77 

10 

13 

100 

1955 

:  688.3 

75-3 

135-7 

899.3 

77 

8 

15 

100 

1956 

724.0 

84.8 

167A 

976.2 

74 

9 

17 

100 

1/  Data  for  1952  were  not  available, 

Estimates  based  on  data  obtained  from  Internal  Revenue  Service. 

Table  l6.  -Indexes  of  expenditures  for  advertising  food  and  kindred  products 
by  manufacturing,  wholesaling,  and  retailing  corporations,  1947-51  and  1953-56 


1947  =  100 


Total 

Year 

:   Manufacturing  : 

Wholesaling   : 

Retailing 

expenditures 

1947 

:       100 

100 

100 

100 

1948 

:       108 

124 

114 

110 

1949 

:       117 

i4o 

133 

121 

1950 

136 

174 

145 

141 

1951 

147 

188 

167 

153 

1953 

:       175 

210 

221 

183 

1954 

191 

211 

256 

200 

1955 

215 

202 

327 

226 

1956  : 

227 

227 

403 

245 

Based  on  data  in  table  15< 


U.S.  Department  of  Agriculture,  Agricultural  Marketing  Service,  Marketing 
Economics  Research  Division. 
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